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0.0 Abstract  
 
The presence of FDI is said to have beneficial opportunities for a country to increase 
economic growth and development. Many governments tend to promote the enrolment of FDI 
in the pursuit of progress. This paper aims to research the possibility for a country to utilize 
FDI on development. The analytical framework will present three renowned developmental 
indicators. These include; GNI per capita, Income distribution and the HDI.  The indicators 
will be combined with four different influential factors; Political Institutions, Policies, 
Technology and Infrastructure and Types of FDI. The combination of indicators and factors 
will then be used in order to investigate a case study of Brazil. The research data shows that 
evidence as to whether FDI can lead to development are rather mixed. Though there are some 
correlations between the statistical and qualitative findings, the overall causality between FDI 
and development in Brazil remains inconclusive.    
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1.0 Problem Area 
 
In today’s western world, we go about our daily lives within a capitalist system. In this 
system, resources are generally allocated and distributed through a dynamic relationship 
between governmental intervention and the free market. The allocation of these resources is 
fundamental to our every day. The international production system is important in this 
process. This system has become increasingly globalized with the promotion of free trade and 
economic liberalization throughout the world. Transnational Corporations (TNCs) especially, 
have played a crucial role in the evolution of the global production system (O’Brien & 
Williams, 2013; 132). A key instrument within this development is Foreign Direct Investment 
(FDI). FDI can be defined as:  
 
“... cross-border investment by a resident entity in one economy with the objective of 
obtaining a lasting interest in an enterprise resident in another economy. The lasting 
interest implies the existence of a long-term relationship between the direct investor 
and the enterprise and a significant degree of influence by the direct investor on the 
management of the enterprise. Ownership of at least 10% of the voting power, 
representing the influence by the investor, is the basic criterion use” (OECD, 
22.05.2014). 
 
In this project we want to investigate the developmental consequences of FDI in 
developing countries. To be more specific; we want to investigate which components of 
society are instrumental for FDI to benefit development and which factors influence this 
correlation, if it exists. In order to explore the relationship between FDI and development, we 
have chosen to use Brazil as a case study from 1990 to 2012. This study will be used to 
support the theoretical aspects of the project but as well to ground our research, making the 
relationship more tangible and concrete. 
 
 Brazil became of interest when looking at FDI for various reasons. Brazil is seen as a 
country with the capacity and possibility to achieve higher levels of economic growth and 
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development. In 1990’s Brazil began changing its development strategy, which led to the 
‘Real Plan’ in 1994. A part of this plan was to open up the country for FDI, in an effort to 
achieve economic growth and development. In the start of the 2000’s, Brazil’s success could 
no longer be hidden. Popular newspapers, economists, businessmen and the like began 
referring to Brazil as the ‘B’ in newly acclaimed BRIC acronym. Former Goldman Sachs 
economist Jim O’Neill coined the term BRIC as the four developing nations (Brazil, Russia, 
India and China) that the world should watch out for, as they were on the road to becoming 
economic powerhouses (O’Neill, 2001). Amongst other explanations, Brazil was poised to 
succeed mainly because of it’s extensive population and rich geographical placement. Both of 
these factors tend to promote the potential for rapid economic growth. The BRIC countries are 
forecast to be as large or larger than the current economic hegemons in the west by 2050 
(ibid). With the establishment of these new reforms, projections of the future and an 
unprecedented wave of FDI, Brazil makes a relevant case study to the current global 
economy. With the increase of FDI into Brazil, one might state that the road towards 
economic growth was created. But did FDI actually lead to development? 
 
 Broadly speaking, development can simply be perceived as progression. However in this 
project, we aim to look at development as more than just an abstract notion of progress. When 
we refer to development within the structure of the project, we are referring first to economic 
growth, but also the socioeconomic parts of growth. This means, the chosen factors and 
indicators also aim to look at income distribution and poverty alleviation.  
 
From a scientific point of view, our chosen research field is important, as it expands 
on earlier findings. This field of research has been well explored, but mostly in regards to 
economic growth. Factors such as inequality and poverty alleviation are also important, 
however these areas have not been as thoroughly investigated by the scientific community. 
Therefore, we aim to contribute new findings to these areas of study. Besides the fact that 
little research has been extended to the relationship between FDI and socioeconomic 
development, we find it important to investigate the social aspects, in hopes of taking a step 
forward in understanding development. This is especially important for the progress of 
developing countries in regards to effectively and efficiently absorbing the benefits of FDI.            
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1.1 Problem Formulation 
Can FDI lead to development, and how has FDI influenced development in Brazil? 
 
1.2 Work Questions 
1. What measurements can be used to indicate development?  
2. What factors play a role in order for FDI to lead to development?   
3. How has this process played out in the case of Brazil? 
4. Is it possible to conclude that there is a direct correlation between FDI and 
development? 
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2.0 Methods and Methodologies 
 
The project aims to investigate the impact of FDI on economic growth and human 
development. Throughout the project we use different methods and methodologies to shed 
light on the intricate and nonlinear relationship that is the focus of our project. In this chapter 
we will present the overall structure and methodological considerations of the project. 
 
2.1 Approach 
To best investigate the impact of FDI on development, we have decided to shape the 
project as a case study of Brazil from 1990 to 2012. This is primarily because of the complex 
subject of investigation, which requires an in-depth analysis of many different factors and 
relationships. For this same reason, we have decided on using mixed methods, incorporating 
both elements of quantitative and qualitative approaches in the research design. Both of these 
methods will be explained further below. 
 
As illustrated in the project design below, the theory chapter is structured as a dual 
framework. The first part consists of three development measures that will serve as indicators 
of development in Brazil. The second part consists of four qualitative components, which can 
influence the impact of FDI on development. The general approach of this paper is to project 
the analytical framework upon Brazil as a case. Primarily, we execute a statistical analysis of 
how the developmental indicators have developed in Brazil in comparison to FDI inflows. 
Thereafter, the influential factors serve as a stepping stone for a qualitative analysis of 
Brazil’s development. The discussion will bring the two parts of the analysis together in an 
attempt to answer our problem formulation. This will finally lead us to the conclusion that 
will sum up the main findings of the project.  
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2.2 Project Design 
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2.3. Case Study  
As explained earlier, this project will be carried out as a case study of the development 
in Brazil from 1990 to 2012. This study will be conducted on an overall macro level, going 
into depth with different elements of the relationship between FDI and development. John 
Gerring, associate professor of political science at Boston University, defines a case study as 
“the intensive study of a single case where the purpose of that study is - at least in part - to 
shed light on a larger class of cases (a population)” (Gerring, 2007; 20). A case is a spatially 
limited phenomenon, be it either theoretically or empirically, observed at a specific time or 
over a defined period of time, (Johansson, 2003; 5). A major feature of the case study is that 
different methods are combined with the purpose of illuminating a case from different angles 
(ibid; 13). The methods used in this project will be explained further below. 
 
One of the strengths of the case study is its close connection to reality and the 
possibility of going into detail with a specific subject. In the study of FDI impact on 
development, this is important as many different elements can influence this complex 
relationship. By going into depth with Brazil, we hope to examine some of these elements 
thoroughly and thereby gain a better understanding of the relationship in focus. It has been a 
common opinion amongst scholars that single case studies cannot be used to generalize 
(Thomas, 2011; 3). However, according to Bent Flyvbjerg, professor at the University of 
Oxford, this is not entirely true, as it depends upon the specific case, and how said case is 
chosen (Flyvbjerg, 2004; 423).  
 
A second critique of case studies is that they are difficult to summarize in few main 
findings. Flyvbjerg sustains that this is actually not a problem, as some case studies are not 
supposed to be summarized; the case study in itself is the achievement (Flyvbjerg, 2004; 
430ff). This applies to our project to some extent, as the most important part of the project is 
the discussion, which aims to shed some light on the relationship between FDI and 
development. This is primarily done through the discussion and comparison of the different 
parts of the quantitative and qualitative analyses. In addition to this, we believe that it will be 
possible to make some general assumptions about the linkages between FDI and development. 
 
 12 
As argued above, the generalizability of a case can be increased through strategic 
case-selection (Flyvbjerg, 2004; 425). Flyvbjerg describes different strategies for case-
selection and their general aims (ibid; 426). These are not necessarily mutually exclusive; a 
specific case can include elements of various strategies (ibid; 428). In our selection of Brazil 
as a case, we have used information-oriented selection, in which a case is selected based on 
the expectations of its information content. This is done to maximize the utility of single case 
studies (ibid; 426). Brazil contains elements of an extreme case. The size of the country and 
the fact that it is presumed to have immense possibilities for development makes it quite 
unusual, when compared to other countries. Furthermore, our case contains elements of being 
a critical case of the so called most-likely kind. Brazil as a country contains all the elements 
(large population, growing production, natural resources etc.) to possibly achieve 
development. It is therefore a most-likely case in achieving development of FDI and it could 
be stated that if Brazil cannot benefit from FDI developmentally, it is likely that other 
countries will not be able to either.  
 
The limited time of the project is a constraint on the case study, as it emphasizes the 
intensive study of a specific phenomenon. With little time, it is not possible to go into depth 
with all the details of the relationship we are investigating. The same goes for the page-
limitations of the project. We will elaborate on these and other shortcomings of the 
methodological choices in the project in the methodology discussion after the final 
conclusion.  
 
2.4 Mixed Methods 
As briefly mentioned in the beginning of this chapter, we use mixed methods in the 
attempt to answer our problem formulation. Generally, mixed methods suggest a research 
design, such as the case study, which incorporates both quantitative and qualitative data to 
answer the questions of the investigation (Hesse-Biber, 2010; 3). In this section we will 
elaborate on the use of different methodologies, quantitative and qualitative methods within 
our case study, as well as the consequences these approaches have for the project. 
 
Quantitative Data and Methods 
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The first part of the analysis will attempt to make a quantitative analysis of FDI and 
development in Brazil. This will be done through a comparative statistical analysis of 
quantitative data on FDI and development. This will be based on the developmental indicators 
presented in the analytical framework. Our primary source of quantitative data is the World 
Databank powered by the World Bank, with additional data from the United Nations 
Development Programme (UNDP). Even though it is important to be aware of possible 
measurement errors, we see the World Bank and the UNDP as reliable sources, as they are 
internationally renowned organizations with many years of practice in collecting statistical 
data. 
 
The quantitative methods used in this project consists of descriptive statistics followed 
by a comparative analysis of these. Descriptive statistics are used to summarize and reduce 
data to more understandable forms without distorting or losing too much information (Agresti 
& Finlay, 2014; 4). We use descriptive statistics to present the data collected on Brazil in a 
clear way, presenting an overview of the development in the country from 1990 to 2012. The 
comparative analysis consists of comparing the different statistics on development to FDI 
inflows. This is done in order to gain a better understanding of their connection. However, as 
this cannot be considered sufficient to answer our problem formulation, we include a 
qualitative analysis, which will be discussed below. 
 
Qualitative Data and Methods  
In the second part of our analysis, we conduct a qualitative analysis of different 
factors, which can influence the extent to which a country can benefit from FDI. These factors 
will be presented in the second part of the analytical framework. This part of the framework 
was created through investigating different scholars in regards to their definition of influential 
factors on the subject of FDI leading to development. We draw on various scientific rapports 
by scholars such as Nunnenkamp, O’Brien & Williams, Kehl, Tintin and many more. For the 
analysis of Brazil as a case, we use developmental reports about the country by organizations 
such as the OECD, the IMF, the UNCTAD and the WTO. We consider these organizations 
reliable sources, as they are international organizations without primary linkages to Brazil. It 
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is important to keep the ideological differences in mind, when using many different sources, 
as an ideological position can influence the opinion of the source.  
 
Methodological Procedure 
 The use of different methods also implies the use of different methodologies. Throughout 
the project we use an abductive methodology as an overall strategy. It means that we analyze 
and decipher empirical evidence from the theoretical perspective that we ourselves have put 
together (Pedersen, 2009; 151f). This happens through the creation of a dual analytical 
framework, which will serve as a platform for the investigation of our case. Furthermore, we 
utilize an inductive methodology in our final conclusions, as we will use the case of Brazil to 
make broader assumptions about the linkages between FDI and development (ibid).  
 
There are several reasons for using mixed methods. The most commonly mentioned is method 
triangulation, which refers to the use of different methods when studying a certain problem. It 
is argued that method triangulation fortifies and enriches a study’s conclusions, as they draw 
on and advocates for both quantitative and qualitative methods (Hesse-Biber, 2010; 3f). 
Triangulation in a broader sense is an essential part of the case study methodology, referring 
to not only methods, but also different levels of techniques, strategies and theories 
(Johansson, 2003; 11).  Secondarily, the use of mixed methods allows us to obtain 
complementarity. This leads us to gain a greater understanding of the complex field of study, 
meaning that the quantitative and qualitative aspects complement, expand and develop each 
others functionalities (Hesse-Biber, 2010; 3ff). These advantages of mixed methods serve as 
reasoning of establishing our dual framework, as it allows us to acquire all of these benefits.  
 
2.5. Theory of Science 
 In scientific practice, theory of science has consequences for something as fundamental 
as the understanding of the investigation. Additionally, the epistemological and ontological 
points of view define the objective of the project. We mainly use critical realism, meaning 
that we posses a realistic ontology. Though within critical realism we posses an ontology with 
unobservable dimensions (Buch-Hansen & Nielsen, 2012; 280f). When assuming a critical 
realist perspective, the aim of the project is to develop and investigate these unobservable 
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dimensions and mechanisms through open or closed systems. When working with social 
science the objective is to look at the open systems in which there exists countless causalities 
and connections. This also falls into line with our choice of abduction, which is a regularly 
used methodology in critical realism (Buch-Hansen & Nielsen, 2012; 299). Furthermore, this 
choice of theory of science perceives knowledge and cognition as a relative term; the 
explanations of the unobservable dimensions, mechanisms and systems are the consequences 
of abstract thought. No one can ever make definitive claims on reality.  
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3.0 Theory 
 
In this chapter we will present the theory used in the project. Our theory consists of a 
dual framework comprise a quantitative and a qualitative aspect. The quantitative angle is 
composed of development indicators, which will be employed as quantitative measurements 
when investigating Brazil, while the qualitative angle constitutes four influential factors, 
which aim to describe what is important for FDI to lead to development. This will give us the 
necessary tools to analyze and discuss the essential questions of this paper.  
 
3.1 Development Measures 
In order to get at more concrete understanding of development as a concept, the 
project will use three different development indicators, which will be presented and discussed 
in this chapter. These include: Gross National Income (GNI), income distribution and the 
Human Development Index (HDI). The indicators represent two different approaches in 
measuring the level of development of a nation. One perspective suggests that income per 
capita is a reasonable approximation for measuring overall development. The second 
perspective argues that development is such a complex process consisting of more than just 
income level that it can only be measured by using different standards (Cypher & Dietz, 2009; 
30). 
 
Gross National Income  
There are two common ways of measuring economic growth by income: the Gross 
Domestic Product (GDP) and the Gross National Income (GNI). These are primarily used to 
make comparisons between countries, but can also be used on a specific country to measure 
progress over time. GNI is the total value of all capital available to residents of a country, 
regardless of whether the source of the income is national or foreign. GDP is the total value of 
income created within the borders of a country, not taking into account whether the recipient 
of that income is national or foreign (Cypher & Dietz, 2009; 33). If an economy is completely 
closed to the outside world, there will be no difference between the GNI and the GDP. 
However, in an increasingly interdependent world, where investment moves easily across 
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national boundaries and finance is becoming highly internationalized, a country’s GNI will 
typically differ from its GDP (Cypher & Dietz, 2009; 33). When measuring development on a 
broader level than just total economic growth within a country, it is argued that it is preferable 
to use the GNI over the GDP measure, as GNI measures what is actually available to 
contribute to the standard of living of the population. GDP, on the other hand, is a measure of 
the total income produced within a country, but does not take into account who ultimately 
receives the income, and thereby benefits from it. 
 
It is argued however, that it is still necessary to make some adjustments to the GNI 
measure. This becomes important when comparing different countries or looking at a single 
country over time. The first correction is to adjust the total GNI for population size. By 
dividing GNI by total population, we get a measure of average income or income per capita, 
which brings us closer to a more accurate calculation of the average standard of living. By 
comparing income per capita in particular economy over time, we can measure whether 
average income, and thereby average standard of living, has increased or not (Cypher & 
Dietz, 2009; 36). This is a key adaptation, as it allows us to control for population differences 
between countries and over time. The second necessary correction concerns price changes 
over time. Nominal or current values of GNI have to be converted to real or constant price 
GNI. This is especially important when comparing different years, as price changes may have 
taken place over the years, which can have an effect on the results. It is necessary to assign a 
certain value to each year being compared, in order to obtain the real differences. By 
converting to real price, GNI is controlled for inflation fluctuations (ibid; 37f). The third 
adjustment is accounting for income distribution, which will in this project be treated as a 
separate development measure.  
 
Income Distribution 
As GNI per capita measure is only an average, it does not provide any information in 
regards to the spread of real incomes. Therefore, it is useful to investigate the distribution of 
income in a specific country to paint a better picture of the actual standard of living. One way 
of doing this is by comparing the share of income of different income groups. An example of 
this could be a comparison of the poorest quintile of the population with the richest quintile 
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(Cypher & Dietz, 2009; 40). In this project however, we will be making a comparison of all 
five quintiles.   
 
There are other considerations to take into account when using income measures. For 
example, there are alternative forms of production, which are not included in these 
measurements. These cover facets such as value of home production, private labor in the 
household and undeclared work. This can weaken the representativity of income measures 
(Cypher & Dietz, 2009; 42ff). Nevertheless, empirical evidence supports the claim that these 
measures are correlated with measures of broader development progress. It is believed that 
improvements in other dimensions of development, such as education and healthcare, are 
more easily achieved at a higher income level. This applies to the GNI measure especially, as 
it concerns the income actually available to residents of a specific country. However as 
mentioned in the introduction, there is another perspective to measuring development. The 
Human Development Index expands yet again this notion by using a broader scale of 
socioeconomic indicators. 
 
Human Development Index 
The Human Development Index (HDI) is another way of measuring development, 
which has been published annually by the United Nations Development Programme since 
1990. It is another kind of development measure, which uses indicators of life expectancy, 
education and income to measure both social and economic development (UNDP, 
02.05.2014). The educational component is made up of two indices; adult literacy rate, 
measured in mean years of schooling for adults aged 25 and expected years of schooling for 
children, whom are of school entering age. To measure income, the HDI uses GNI per capita 
based on purchasing power parity (PPP). By using the PPP, the HDI converts the GNI per 
capita to international dollars, and thereby controls for the relative purchasing power of an 
economy, when comparing different countries or different years in the same economy.  
 
The three dimensions of the HDI are aggregated into one index. The value of the HDI 
varies from 0 to 1. The closer the value is to 1, the greater the achievement relative to the 
maximum possible on the variables of the index, and the higher is the level of human 
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development in the country. Roughly, an HDI score of 0.57 can be interpreted as an economy 
having on average attained 57 percent of the maximum possible. A country’s overall HDI can 
conceal differences between groups within the country. An improvement of the HDI has been 
disaggregation of the index by using data for separate groups within a country, treating each 
group as if it was a separate country (UNDP, 02.05.2014). The Inequality-Adjusted Human 
Development Index (IHDI) introduced in 2012, is an adjustments of the HDI. The IHDI takes 
inequality into account within the three dimensions of the HDI and ‘discounts’ each 
dimension’s average value according to levels of inequality. The UNDP sustains that a 
country’s HDI value can be viewed as the ‘potential’ human development, while the IHDI 
value is the actual human development (UNDP, 2013).  
 
As all other development measures, the HDI cannot incorporate all the factors that 
influence a country’s development. The strength of the HDI compared to the GNI per capita 
and income distribution measures, is that the HDI measures development in a broader sense as 
it uses indicators of both social and economic development. A difficulty with using the HDI is 
measuring short-term human development, because the indicators life expectancy and mean 
years of schooling change slowly. This can be addressed by using components more sensitive 
to short-term change, for example rate of employment or access to health services (UNDP, 
02.05.2014). 
 
3.2 Influential Factors 
As mentioned in the problem area, the approach taken toward FDI is to analyze which 
factors can influence whether the host country can benefit from the inflow of FDI. In a 
statement by the OECD, they claim that in order for developing nations to benefit from FDI, a 
certain level of proficiency is required: 
“Apparently, developing countries need to have reached a certain level of 
development in education, technology, infrastructure and health before being able to 
benefit from a foreign presence in their markets” (OECD, 2002). 
However, this statement seems to only cover a small portion of the elements which 
can factor into whether a developing nation can benefit from the entrance of FDI. The 
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following sections aim to look at four factors which are hypothesized to play a role in FDI 
aiding in development: Institutions, Policy, Technology, Infrastructure and Types of FDI.  
 
Political Institutions  
Institutionalists stress the importance of strong and effective institutions and the 
importance they play in whether a developing country is able to attract and benefit from FDI 
(O’Brien and Williams, 2013; 30). Political institutions in this context are organizations, 
which enforce and carry out the policies, laws and strategies put forth by their coinciding 
governments. Examples of such institutions include the federal, regional and local 
governments, courts of justice and taxation departments. Studies by the University of 
Glasgow investigate the relationship between FDI and institutions showing that the quality of 
the political institutions within a host country are an important factor when a TNC decides 
where to place their investment (Ali et al., 2010; 2). There is still however, mixed evidence as 
to how political institutions can play a significant and influential role on the countries 
possibility to benefit from FDI (ibid; 3). 
 
According to Jenny Rebecca Kehl, assistant professor in political science at Rutgers 
University, one function of political institutions is to create a framework from which the host 
country and the entering FDI can reach a compromise. The ability of the political institutions 
to negotiate and maximize the benefits while minimizing the unfavorable is highly 
instrumental on whether a host country can benefit from FDI (Kehl, 2009; 2). The World 
Bank’s Global Development Finance Report, also show coinciding facts, which suggest that 
the combination of strong institutions along with good governance and policies is crucial for 
the possibility to use the inflows from FDI productively (World Bank in Kehl, 2009; 3). In 
order to define the different political institutions and their possibility for influencing domestic 
growth and development, Kehl divides these institutions into four different indicative facets: 
Regime type, government effectiveness, political stability and corruption (Kehl, 2009; 18). 
The reason we focus on the four aforementioned factors is that we find them reliable in the 
investigation of their influence on development. As will be shown in the analysis, all factors 
mentioned above are to some degree intertwined.  
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Regime Types 
The first division Kehl makes in regards to institutions is regime types. The two 
regime types in operation within this theoretical framework are democratic and authoritarian 
forms of government. The discussion of which type of regime is the most beneficial for 
development in a country depends highly on the theoretical approach. Each regime type varies 
in its advantages and constructive aspects that promote economic growth and development.  
 
One assertion is that democratic governments allegedly balance the relationship 
between FDI and the promotion of development within a country. True democratic 
governments are controlled by the public voice, and therefore are said to act for the will of the 
people. This is said to hold the government more accountable and render the institutions more 
transparent. Reliable connections between democratic governments and the population are 
more likely to ensure economic growth from the FDI is more fairly distributed (Kehl, 2009; 
18f). A downside of this however, is that the process of decision making can be substantially 
slower compared to an authoritarian one. This can make the utilizing of FDI within the host 
country less effective. In an authoritarian regime, there is less electoral pressures but as well a 
greater deal of coercion within the institutional structures (Verel, 24.02.2014). Studies made 
by Kehl show that the type of regime has an effect on the use of FDI to increase economic 
growth and that the democratic regimes generally have a positive coefficient when you use 
regime type as a variable (Kehl, 2009; 20). However, this statement can again be discussed 
taking the examples of the East Asian Tiger economies into consideration. Countries such as 
Singapore and South Korea have shown that strong authoritarian states can also lead to great 
economic growth and development. In the case of South Korea, heavy government 
intervention in economic activities was an important part of their strategy towards 
development (O’Brien & Williams, 2013; 141). It is obvious though, that throughout Kehl’s 
work, democratic regimes are favored. This shows that it is not necessarily the regime type 
that matters, but to a larger extent their ability to implement strong and effective political 
institutions that have the capability to negotiate symbiotic relations. 
 
Political Stability 
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The second division relates to political stability. It is the governments’ ability to 
secure a stable, macro-political environment, which is a very important factor in attracting and 
more importantly benefiting from FDI (Kehl, 2009; 21). An unstable political system is often 
ineffective when it comes to designing and implementing consistent market and investment 
policies (ibid). The lack of proper development policies, caused by the constant state of flux 
in an unstable system,  can hinder the country in reaping the maximum benefits of FDI. The 
Economic Freedom of the World report by the Fraser Institute, states that many countries in 
Latin America and Southeast Asia score poorly in regards to political stability (Gwartney et 
al., 2013; 9). This is due to unsatisfactory legal systems and protection of property rights. 
These countries tend to also score poorly in the trade and regulations area (ibid; 9). This 
means that there is strong restrictions set in place which tightly control the operations of 
TNCs and FDI. The importance of political stability is again underlined, claiming that 
institutional competence and their power to protect especially property rights is one of the 
most significant factors in determining the location of FDI (Ali et al., 2010; 1). Stable and 
developed political institutions tend also to create lower transaction costs when performing 
governance. The lower transaction costs are seen as a result of fast negotiations and efficient 
policy making. This makes it easier for the institutions to manage political and economic 
challenges and help to create more optimal policies that benefit the whole society (Alston et 
al., 2006; 7).  
 
Corruption 
The third division is in regards to corruption within the political institutions. 
Corruption can slow down or destroy the process of development. The level of corruption is 
accurately defined as lack of accountability and transparency, which can negatively impact 
outcome of negotiations and decisions (Kehl, 2009; 21). A high level of corruption can 
discourage foreign investors from entering the market as it lessens the opportunities of foreign 
investments to prosper and succeed. More importantly, corruption within the institutions 
impairs the possibility that capital will be allocated properly so the people can benefit from 
the economic activity of FDI. In this way, corruption can delay a country’s possibilities for 
developing vital components of society such as; infrastructure, health, education and general 
standards of living.  
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Government Effectiveness 
The fourth and final division refers to government effectiveness. This is an expression 
of the government’s ability to create and negotiate agreements with foreign entities, which 
work in favor of the host country (Kehl, 2009; 20). The ability to do so depends on strong 
governing institutions, which can implement policies effectively. Disorganized or fragmented 
institutions tend to complicate agreements for both the domestic government and foreign 
investors. Coordinated and cooperative institutions with a clear developmental goal have the 
possibility to use their bargaining power transforming the FDI to be part of their domestic 
development strategy (ibid).  
 
When deciding upon a strategy for development, the political institutions have the 
ability to implement laws and regulations and ensure their proper execution. Even though 
regime types, government effectiveness and the other above mentioned factors have an effect 
on whether FDI can be utilized by the host country, they cannot fully explain the whole 
relationship between FDI and domestic development. The next chapter, will take the 
relationship one step further and discuss how the type of policy also plays an important role in 
how FDI can influence development. 
 
Policy  
In the investigation of the effect of FDI on economic growth as well as on 
development, an important factor closely related to the political institutions are the policies 
enforced by the host country government. The impacts that TNCs have on a host country will 
be strongly influenced by the host government’s policies towards FDI (O’Brien & Williams, 
2013; 145). In this section we aim to determine what factors within FDI policies are important 
to include in the analysis and how these may affect the possibilities for host countries to 
benefit from FDI. While we are aware of the fact that there other aspects of FDI policy, we 
argue that trade policies, tax regimes, investment incentives and government screening of FDI 
are the most important components in the analysis. 
 
Liberalization of Policy 
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The tendency in many developing countries through the last decades has been to 
liberalize trade policies, promoted especially by the World Trade Organization (WTO). As a 
result, many countries have lowered various entry barriers and opened up new sectors to 
foreign investment (Blomström & Kokko, 2003). Therefore, the central theoretical discussion 
in this part is whether liberalization of trade policies in host countries is the best way the reap 
the benefits of FDI. It has been stated in reports by the WTO and IMF amongst others, that 
liberalization of trade policies with as few restrictions as possible is the best way to attract and 
benefit from FDI. The liberal supporters of FDI believe that the government regulation should 
be at a minimum, leaving room for the free market powers. Peter Nunnenkamp of Kiel 
University emphasizes how government regulations can distort the relationship between 
foreign and local investors, preventing them from reacting in a similar way to what he calls 
economic fundamentals. This is caused by restrictions on FDI or discrimination of local 
investors through incentives that are only available to foreign investors (Nunnenkamp, 2002; 
26f). He mentions that effective screening policies can help increase spillover effects of FDI, 
something we will discuss later in this section (ibid; 29).  
 
The nature of the host country’s policies towards FDI is a crucial factor in determining 
if FDI enhances or inhibits the development of local industries (O’Brien & Williams, 2013; 
146). The degree to which the country benefits from FDI depends on many economic, social 
and cultural factors. However, policies play an important role in reaping maximum benefit. It 
is emphasized that unless states promote policies that are designed to achieve greater 
economic and social welfare for their citizens from TNCs’ activities, they will not secure 
sufficient benefits from FDI (ibid). Governments can devise a broad macroeconomic 
framework such as implementation of legal and administrative reforms that ensure positive 
linkages between the domestic market and FDI (ibid; 147).  
 
A concern articulated especially by liberals, is that many developing countries do not 
have the necessary institutions to effectively implement policies. This links to the previous 
section about how strong institutions are important for the effective implementation of 
policies, so that the host environment is hospitable to FDI. However, it is not only national 
institutions, which control policy, but also larger organizations such as the WTO. Since the 
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Uruguay Round the WTO has implemented regulations on policy when it comes to TNCs. 
First, host countries cannot discriminate against any of their global partners. Most-Favored-
Nation (MFN) is a policy, which states that the host country must treat all countries equally. 
This means that if tax exemptions are given to TNCs from one country, they must be given to 
all others. This also apply to the relation between international and national product. Once a 
product enters the market, regardless of whether it is produced domestically or abroad, it must 
be treated equally (WTO, 02.05.2014). The effects of national treatment and MFN however, 
have a drawback in terms of development. Since all corporations must be treated equally, 
domestic (and often less advanced) firms must compete at the same level as TNCs. Their 
inability to rise to the level of TNCs in areas such as telecommunications, education and 
healthcare can have serious consequences not only economically, but also socially and 
culturally (Keet, 2009; 6). This led developing countries to campaign for special policy 
exemptions in order to protect certain sectors from being completely overrun by foreign 
entities. These exemptions vary depending on which countries industries are protected and 
effectiveness of such policy depends again on the constructive power of the institution.  
 
Taxes and Tariffs 
One of the central tools governments have at their disposal is controlling taxes and 
tariffs. Governments can through increasing or decreasing taxes and tariffs regulate two 
features; the behaviour of actors in the economy and the redistribution of wealth within a 
country. The redistribution of wealth can be important for a country to benefit from FDI for 
various reasons. It is primarily important to reduce inequality. This is central both to 
development as a concept of economic growth or as a wider concept of socioeconomic 
development etc. In regards to the influence of wealth redistribution through taxes, well-
enforced taxes can help prevent wage repression when FDI enters the country (Cypher & 
Dietz, 2009; 566). Furthermore, in regards to development as a broader concept, no 
redistribution of wealth through taxes can lead to inequality between people and industries. A 
study by James Vreeland, associate professor at Georgetown University, criticize the IMF for 
imposing austerity measures upon taxes, tariffs and government spending (ibid). He states that 
it leads to a negative redistribution of wealth towards inequality between industries (Cypher & 
Dietz, 2009; 566). This again leads to further wage repression and inequality. In general, for 
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host countries to benefit from FDI, it is vital to have taxes and tariffs insuring local 
development.  
 
This falls in line with other theories of development. Within the theoretical discussion 
of industrialization strategies, it is mainly argued that the optimal way of developing is by 
initiating the easy ISI strategy. Within this strategy, domestic companies in some industries 
are protected through infant industry tariffs (Cypher & Dietz, 2009; 284). This is vital for 
spillover effects to happen and be beneficial for the domestic market and development. Many 
studies show that these spillover effects and the general diffusion of knowledge and knowhow 
require a certain level of development for spillover effects to occur (OECD, 2002). This will 
be further touched upon in the technology portion later in the project. 
 
Screening of FDI 
One of the key questions in determining the impact of FDI on development is if FDI 
crowds-out (CO) or crowds-in (CI) domestic investment (Agosin & Mayer, 2000). The effects 
of FDI can vary from country to country depending on domestic policy, the types of FDI that 
countries receive, and the strength of domestic firms (ibid). Manuel R. Agosin and Ricardo 
Mayer, professors of economics, define conditions favourable to crowding in (CI). They argue 
that FDI which introduces goods and services new to the domestic economy, is more likely to 
have favourable effects on capital formation, as they do not displace domestic investors. FDI 
in areas where there already exists domestic producers is said to have the opposite effect 
(ibid). If FDI enters sectors where there are already competing domestic firms, FDI can take 
away investment opportunities for the domestic investors. This suggests that active screening 
policies can help target FDI that has positive effects on the host country’s economy and do 
not displace local firms (Nunnenkamp, 2002; 29). This can be achieved for example via 
registration (OECD, 1998). This would require all foreign entities to index their presence, but 
also claim amount of investment capital and profit (ibid). There is however, a problem with 
this, in that most developing countries do not have the administrative capabilities to 
implement effective screening policies, and in the attempts to do so, fail to attract FDI. This 
links back to the previous section about institutions and their importance for benefiting from 
FDI.  
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Technology and Infrastructure 
  Besides institutions and policies, there are other aspects influence the ability to benefit 
from FDI. As has been noted, conditions within the host country play a vital part in whether a 
developing nation can benefit from FDI. For the relationship to be successful, a certain level 
of infrastructure and technology is essential. Therefore, the following section will address 
these factors. 
 
Technology 
The technology level of the host country has a significant impact on the potential of a 
FDI leading to development. Technology can be many things from heavy machinery to 
organizational know-how. When investigating technology spillovers from FDI, one of the key 
factors is the technology gap between the host country and the country from which the FDI 
originates. Studies show that the greater the technology gap is, the less technology transfer 
occurs (Tintin, 2012; 35). This is due to the fact that less advanced countries possess more 
unskilled labor, which causes them to have a harder time absorbing technological inputs from 
FDI (ibid; 35). This occurs because gaining from the knowledge diffusion of FDI requires a 
certain level of individual and organisational development (Dicken, 2011; 440). If this is not 
in place the natural response is a decline in the spillover effects and thereby the development 
gained from the FDI. Beata Smarzynska, professor of international economics at the 
University of Oxford, expands upon the argument, saying that if the technology gap becomes 
too little, the amount available to learn is diminished as well. This is illustrated in the 
following figure (Figure 3.1).  
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Figure 3.1: Technology Gap and its Influence on Spillover Effects: 
 
(Smarzynska, 2001; 13) 
The quality of the domestic labor force also has an influence to the extent in which a 
country can absorb technological spillovers from FDI. The OECD finds that it is extremely 
important for host countries to have a certain minimum level of education for spillovers to 
occur (OECD, 2002; 14f). As previously mentioned the same logic applies; the smaller the 
knowledge gap, the larger the benefit.  
 
As explained above the technology gap between the host country and the FDI is one of 
the key factors in the creation of spillover effects between the host country and FDI. However 
infrastructure also plays a pivotal role in this creation. Why this is and how it also have an 
impact on overall socioeconomic development will be touched upon in the next section.         
 
Infrastructure 
When talking about infrastructure one needs to be aware that it can be defined as many 
different transfer systems such as; roads, airports, distribution networks and 
telecommunication, power plants and energy grids (Prud’Homme, 2005; 154). On a larger 
socioeconomic scale infrastructure within a country can have both positive and negative 
effects in regards to benefiting from FDI. Primarily, infrastructure is said to help increase 
economic growth and potential development (OECD, 2002). If a country aims to create 
spillover effects from FDI presence, it is crucial to have an efficient and well-constructed 
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infrastructure (Cypher & Dietz, 2009; 466). A study made by the OECD stresses that good 
infrastructure such as telecommunication networks are important for a country in relation to 
foreign economic integration (Nicoletti et al., 2003; 86). Secondly, infrastructure is a deciding 
factor, as to where foreign investors plan to place their investments. In this process, good 
infrastructure may lead to more bargaining power for the host country, as it makes the host 
country more attractive for TNCs (Bellak & Leibrecht, 2009). This may diminish a country’s 
need to offer tax reductions or incentives, as strong infrastructure acts instead as the chip for 
bargaining. However, the expansion within the infrastructure system could also have a 
negative consequence when looking at inequality within a country. To attract FDI many 
countries implement Export Processing Zones (EPZ). These zones are geographical districts 
located in resourceful areas close to ports or borders. These areas are strategically  formed to 
create a favorable environment for FDI. That is done through tax reductions and other 
incentives (Cypher & Dietz, 2009; 475f). Even though the zones are said to create spillover 
effects, they may still develop a disparity in regards to allocation of infrastructural resources. 
An unequal allocation results in downgrading of areas relative to others and that may lead to 
inequality in the possibility to create spillover effects and by that benefit from FDI. 
 
Types of FDI 
 The amount to which FDI can influence development is barred as well as provoked by 
various factors. A country’s policies, institutions, as well as technology and infrastructure 
play a large role, however, the types of FDI that enters the host country is also a very 
determinate factor in regards to development. This section aims to look at which types of FDI 
is to be find and more importantly, the different possibilities they create in relation to 
development. 
 
There are varying types of FDI or ‘international capital flow’ which least developed, 
developing and developed countries can attract and disperse. Inward FDI is highly sought 
after by many policy makers in developing nations, as they are said to create a connection 
between the global market and the host countries which can lead to a transfer of capital, 
technology, management skills and general linkages (G-15, 2010; 21). The ability to attract 
inward FDI can also be a starting point in the analysis of a host country’s economic 
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conditions (OECD, 2008; 27). Any FDI investment into a host country can be via subsidiary 
means, in which 50 percent or more of the voting power is held by a foreign enterprise or 
parent investor. Another way is through associative means, which allows for access into a 
host market and voting power or ownership control of said enterprise of 10 percent or more 
(ibid; 19).  
 
Horizontal and Vertical 
 A final aspect this project will consider when investigating FDI flows, is whether 
investments are being made horizontally or vertically. Horizontal investment refers to a parent 
company’s act in creating sister companies in other countries that have roughly the same 
capabilities (Markusen & Maskus, 2001; 2). Vertical investment pertains to fractured 
manufacturing, where various parts of a final product are produced in various locations 
(Damir & Seyak, 2008; 21).  Evidence supports the theory that horizontal investments tend to 
be made between high-income developed countries (Markusen & Maskus, 2001; 4). Evidence 
also supports that countries with large populations and the opportunity of high demand, 
relative to high tariffs on exports, also entices a horizontal investment (Protsenko, 2003; 39f). 
Vertical investments on the other hand, are often related to the terms outsourcing or off-
shoring, where labor intensive jobs are split according to factors such as cheap, unskilled 
labor markets and tax incentives by the hosting government (ibid; 25). 
 
 It has been pointed out, that the liberalization of transition markets such as Brazil first 
attracted vertical investments. This was due to low startup costs and cheap production costs 
(Protsenko, 2003; 45). Developmentally, this type of FDI is said to have a positive effect not 
only on minimum wages but also in the technological, and managerial catch-up process. This 
process also aids in the development of international trade linkages (ibid; 46). A spillover 
effect then occurs in which horizontal and often even more technologically advanced 
investments begin showing interest in transition nations, eventually taking over the role of 
vertical investments. The FDI life-cycle, which is the movement away from vertical 
investment towards other types of investment, is theoretically in full swing. As minimum 
wages increase, so do the capabilities of  the local population to gain access to more material 
goods and services. Technological spillovers are increasingly said to occur, requiring a higher 
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level of workmanship, management and infrastructure in order to sustain the cycle (Protsenko, 
2003; 46ff). From this perspective, if the FDI life-cycle is as hypothesized, it seems to 
indicate development in a wide range of areas. However, it is also important to be critical. It 
seems that transitioning countries with specific geographical and social characteristics, benefit 
from such a cycle of investment. That means, developed and least-developed countries would 
not benefit as sufficiently as developing countries. It is also important to take into 
consideration when looking at the development of a specific country, which types of 
investment already reside within its borders, as this also hinders developmental options. The 
types of FDI presented in this chapter are just some of the types available when states 
liberalize, privatize and loosen restrictions on FDI. 
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4.0 Analysis 
 
 This chapter contains the two-part analysis, which will create the basis for the discussion. 
The analysis will be done by transferring the dual framework onto the case of Brazil from 
1990 to 2012. Primarily, we offer a short introduction of the current state of the country and a 
brief historical overview of the period under investigation. Secondly, we carry out a statistical 
analysis of the development in Brazil based on the first part of the analytical framework. 
Finally, the second part of the framework serves to analyze development in Brazil from a 
more qualitative perspective.  
 
4.1 An Introduction to Brazil  
The Federal Republic of Brazil is the largest country in Latin America with a 
population of approximately 200 million people. The country comprise of 26 states and the 
federal district Distrito Federal, which are divided into five regions. Geographically Brazil is 
brilliantly positioned. It is rich in natural resources such as gemstones, steel and iron and has 
recently become one of the Worlds new sought after destinations for oil exploration. Brazil’s 
agricultural climate is ideal for coffee, sugar cane and soya, which sustain fruitful export 
industries. Other rich export industries include electronics and textiles (Landcorp, 
14.05.2014). In spite of the country’s resource abundance, it is a country with high levels of 
poverty, inequality and other problems. In 2012, 15.9 percent of the population were living 
below the national poverty line. The same can be said about the inequality in Brazil, where 
the poorest 20 percent of the population held 2,85 percent of the total income in 2009, 
compared to 58,57 percent held by the richest 20 percent (World Bank, 2014). In regards to 
overall living conditions within the country, improvements have been seen over the last 
decade (OECD, 23.05.2014). The employment rate has decreased from more than 12 percent 
in 2001 to 4.9 percent at present time. However, numbers show that regional unemployment is 
higher than in the larger cities (Trading Economics, 23.05.2014). The education system in 
Brazil has been developed and more focus is now paid to the importance for a well-educated 
labor force. Despite that, only 43 percent of adults between 25 and 64 have earned a high 
school degree (OECD, 23.05.2014). Strategies such as Plano Brazil Sem Miseria (PBSM) 
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have recently been set to motion to fight poverty. These programs ought to promote social 
protection through employment and income generating policies. Nevertheless, proper 
execution of the programs is complicated by administrative inefficiency and lack of 
competence within the system (Paes-Sousa, 2013). Even though Brazil has taken several steps 
towards becoming a more developed country, they still lack an amount of stability, efficiency 
and capability to fight the significant poverty and inequality within the country.     
 
Historically, political instability meant that Brazil economically was resting upon a 
shaky foundation. The oil and debt crises of the 1970’s and 1980’s caused the price of oil to 
hit all-time highs and unpredicted lows, which resulted in unserviceable debt. The crises 
shocked economies worldwide, however it hit the developing and underdeveloped economies 
even harder than the developed (O’Brien & Williams, 2013; 167). During this time, Brazil 
was desperately looking for capital to fund its industrialization. Due to the fact that Brazil 
possessed oil, extensive natural reserves and one of the largest populations in the world, 
international banks gained confidence that Brazil, once industrialized, could repay their loans 
(ibid; 167). The first oil shock saw the capital surplus of the exporting OPEC nations 
(Organization of the Petroleum Exporting Countries) create high inflation as money was 
invested from OPEC into euromarket banks (ibid; 164). Banks eagerly looked to unload the 
surplus and handed out loans to developing countries such as Brazil. The assumption was that 
loans would easily be repaid as their economies grew. However, a war began between Iran 
and Iraq bringing about a second oil shock. Oil prices sank to all-time lows and the US 
Federal Reserve in order to avoid high inflation in the US economy increased interest on loans 
(ibid; 165). This action had huge repercussions for developing countries such as Brazil. 
Interest rates on loans became so unmanageable, that many countries could no longer cover 
the costs of their debts (ibid; 167). 
 
The ‘lost decade’ of the 1980’s and the beginning of the 1990’s in Latin America is of 
pivotal importance in the new era of economic development in Brazil. Throughout Latin 
America measures were put in place to hand out debt-breaks and further assistance to 
countries in need. The assistance, though charitable, had clear conditions upon the acceptance 
of financial support. States had to agree to economic reforms as stipulated by the Washington 
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Consensus, which was an economic agreement between the US Treasury, the IMF and World 
Bank to embark on the road to rebuilding. This started in Brazil in 1985 with a significant 
change in government from a military regime to the New Republic, which was the first time a 
civilian was elected as president since 1964. This new government led Brazil into the new 
decade and onward to economic reconstruction. 
 
As mentioned in the problem area, Brazil began its economic transformation in 1994 
with the Real Plan: a complete restructuring of the macroeconomic structure of Brazil was 
successfully set in motion. The Real Plan named after the introduction of the new Brazilian 
currency the Real, included a deindexation of the economy, meaning that prices and wages 
were no longer linked to inflation (Clements, 1997). Monetary policies were also tightened, 
currency was linked to the dollar and prices in the public sector were frozen. Trade was also 
liberalized and privatization of state owned entities such as infrastructure, utilities and 
telecommunications changed according to the new stipulations. A final, somewhat symbolic 
step was taken when Brazil became a member of the World Trade Organization (WTO) in 
1995. With this step Brazil had officially intertwined with the global market of trade.  
 
Throughout the decades, global developments have played an important role in Brazil’s 
development. Brazil is now positioned as the largest economy in Latin America and the 6th 
largest economy in the world (Landcorp, 14.05.2014). As stated previously, the aim of this 
project is to look at the effects of FDI on development in the case of Brazil. Since Brazil is 
significantly sated with extractive resources, endowed with one of the largest populations and 
equipped with new open policies, it is - according to economists such as Jim O’Neill - poised 
to succeed. However, in this project we emphasize that economic success is not the only type 
of developmental achievement. It is therefore important to look deeper into the developmental 
indicators and FDI factors in order to gain a well-rounded understanding as to whether Brazil 
has progressed in other areas of development.  
 
4.2 Statistical Analysis of Brazil 
To be able to analyze the linkages between FDI and development, we would first like 
to analyze the statistical findings. This is the first portion of our analysis of Brazil, which 
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relates only to the quantitative data. This will be followed by the qualitative analysis, which 
will discuss the influential factors as described in the analytical framework. In essence, we 
will present two different angles in which we can ground our discussion at the end of the 
analysis. Moving forward, this section will use our chosen development measures to look at 
Brazil from 1990 to 2012. More specifically, we will begin by presenting the development of 
FDI inflows in Brazil, which is necessary for the further analysis of the effects of FDI on 
development. Thereafter, we will examine the overall development using the different 
development measures: GNI per capita, income distribution and the HDI. Finally, in the 
conclusion of this section we will compare the development of FDI inflows with the 
development measures and attempt to analyze the effect FDI inflows have had on 
development in Brazil.  
 
FDI 
Through researching the development of FDI in Brazil, it becomes clear that the 
country has seen a roaring increase of FDI inflows since 1990. This development is illustrated 
in Figure 4.1 below. It is important to keep in mind, when considering these numbers, that 
they are in current US dollars and not in constant rates fixed to a specific year. FDI inflows 
increased significantly from 1994 to 1998 with an increase close to 400 percent (Appendix 1, 
Table 1). This progress ceased during the period of 2000 to 2003, where Brazil saw a 31.16 
percent decrease in FDI inflows. However, this was only a brief setback, as 2012 brought 
about FDI inflows of astronomical heights; 76 billion current USD compared to only 989 
million in 1990. In general, FDI from 2003 and onward into 2012 reached numbers on an 
unprecedented scale. Even though the country saw a minor 37.93 percent decrease of FDI 
inflows from 2008 to 2009, there was still an overall increase of 103.63 percent compared to 
2005. 
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Figure 4.1: FDI net inflows (current US): 
 
(World Bank, 2014) 
 
It can easily be concluded that Brazil has seen an immense growth of FDI inflows from 1990 
to 2012. As mentioned before, the FDI is measured in current US dollars and the statistics can 
therefore be influenced by inflation/deflation fluctuations. This paired with the fact that the 
inflation was extremely unpredictable between 1990 and 1995, means that FDI inflows were 
actually even lower than the numbers show during this period (Appendix 1, Figure 2). Due to 
inflation, the numbers appear to be higher than they actually are. This applies to the rest of the 
years in the statistics as well, but on a smaller scale. During the period from 1996 to 2012, the 
average inflation rate was only 7.5 percent which is considerably lower than the previous 
years (Appendix 1, Table 2). 
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The increase in FDI inflows seems extensive, but how big of a role does FDI actually 
play in the Brazilian economy? If we look at the period from 1990 to 1996, FDI only 
accounted for 0-1 percent of total GDP (Appendix 1, Figure 1). From 1996 to 2002 FDI rose 
to 5 percent of the total GDP and from 2003 onward to 2012 FDI has remained steady 
representing about 2-3 percent of the total GDP. Even though FDI inflows actually increased 
by 59.5 billion dollars during this period, this is still relatively small in comparison to the 
immense overall growth in the country. The development of GNI per capita in Brazil will be 
further explored below. 
 
GNI per Capita 
Following the theory chapter, we measured growth in GNI per capita in constant 2005 
USD. We thereby control for population growth and price fluctuation.   
 
Figure 4.2: Growth in GNI per capita (annual  %)  
 
(World Bank, 2014) 
 
Figure 4.2 and 4.3 show the development in GNI per capita in Brazil. GNI has 
increased somewhat steadily from 1990 to 2012. In total it has almost doubled with an 
increase of 44.6 percent from 3893 USD in 1990 to 5628 USD in 2012 (Appendix 1, Table 3).  
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Figure 4.3: GNI per capita (constant 2005 USD): 
(World Bank, 2014) 
 
To get an even better understanding of GNI per capita as a measure for average 
income, we will continue by taking a deeper look at the development of income distribution in 
the country. 
 
Income Distribution 
To get a more nuanced picture of how income is distributed throughout the Brazilian 
population, we investigate the development of the income distribution in quintiles of 
population from 1990 to 2009. Each quintile represents one-fifth of the population, starting 
with the poorest to the wealthiest in the highest quintile. Figure 4.4 below shows this 
distribution, illustrating a country with a very uneven apportioning of income. 
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Figure 4.4: Income Distribution in Quintiles of Population (% of selected years): 
 
(World Bank, 2014) 
 
Though uneven, it can be seen in Figure 4.4, that the income distribution has not 
changed dramatically from 1990 to 2009. The percentage of income received by the lowest 
quintile of the population has only increased by 0.66 percent from 1990 to 2009 and the 
second quintile has seen a rise of 1.82 percent. The biggest increase is seen in the percentage 
of income received by the third quintile, with 2.78 percent, while the fourth quintile only saw 
a small increase of 1.17 percent. The most significant change however, is seen in the highest 
quintile of the population, which in 2009 received 6.43 percent less than in 1990. According 
to these numbers, the poorest 20 percent in Brazil have not experienced a considerable 
increase in income, while the middle 60 percent have seen a slightly more significant 
increase. This increase is in direct correlation with the decrease in income share from the 
highest quintile. The difference though between the richest 20 percent and the rest of the 
population is still immense. As the distribution is calculated on a yearly basis as a percentage 
of total income, it is important to compare it to the changes in GNI. 
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As shown above, the average income (GNI per capita) has increased by 44.6 percent, 
which means that the overall income of the country has increased. This means that even 
though the income distribution has not changed proportionally, the total income in 2012 was 
higher than in 1990. An example of this could be the poorest quintile; the increase in GNI per 
capita means that 2.19 percent of the total income share in 1990, was less than 2.19 percent of 
the total income share in 2012. This means that even though the lowest quintile has only seen 
a rise of 0.66 percent, they have experienced an increase in income because the total income 
has increased throughout the years. 
 
 Finally, we can conclude from the extremely uneven distribution of income, that the GNI 
per capita is not at all representative of the average income of the Brazilian population. Even 
though the numbers show a development in the direction of a more equal society, inequality is 
still striking. In the next paragraph we will be looking into a HDI to get a broader 
understanding of the development in Brazil in more socio-economic terms.   
 
The HDI  
Examining the Human Development Index for Brazil shows an interesting 
development. First of all, it is clear that Brazil has seen a positive development according to 
the index: it has risen from 0.59 in 1990 to 0.73 in 2012. This is a 23.7 percent increase in a 
period of 22 years. 
 
If we are to look at the indicators of the HDI shown in Table 4.1, all four components 
show growth. Life expectancy at birth has gone from 66.3 to 73.8 years, which is equivalent 
to an increase of 11.3 percent. The expected length of schooling has increased from 12.2 to 
14.2 years, presenting a 16.4 percent increase. In regards to mean years of schooling, the 
value has climbed from 3.8  to 7.2 years, which is a significant increase of 89.5 percent. 
Finally, when looking at the development in GNI per capita (PPP), it becomes clear that after 
a slow development from 1990 to 2000, GNI per capita (PPP) begins a more convincing 
development with an increase of  32 percent from 2000 to 2012. 
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Table 4.1: Human Development Index Value of Brazil, 1990-2012: 
Table 
4.1 
Life 
expectancy at 
birth 
Expected 
years of 
schooling 
Mean years of 
schooling 
GNI per 
capita (2005 
PPP$) 
HDI value 
1990 66,3 12,2 3,8 6.978 0,590 
1995 68,3 13,3 4,6 7.608 0,633 
2000 70,1 14,2 5,6 7.688 0,669 
2005 71,6 14,2 6,6 8.270 0,699 
2010 73,1 14,2 7,2 9.911 0,726 
2011 73,5 14,2 7,2 10.086 0,728 
2012 73,8 14,2 7,2 10.152 0,730 
 (UNDP, 2013) 
 
According to the UN classification of HDI levels, Brazil in 1990 was 0.227 HDI away 
from reaching the highest level of HDI. In 2012 Brazil was only 0.175 points away from the 
top level which includes countries such as Denmark or Canada. The problem though is that 
the HDI is an average measure, which conceals the unevenness of human development within 
the country. As the income distribution shows, income inequality should be taken into account 
when examining Brazil. Therefore we include the Inequality-Adjusted Human Development 
Index (IHDI) for 2012 (Appendix 1, Table 5). Brazil’s HDI value was as mentioned, 0.73 in 
2012. However when adjusted to include inequality the HDI value falls to 0.531. The loss of 
27.2 percent in Brazilian HDI, when compared to any other country in Latin America or the 
Caribbean, is the worst loss in the region  (UNDP, 2013). Inequality in relation to income 
results in almost 40 percent of the overall loss, whereas inequality in education accounts for 
25.3 percent and inequality of life expectancy at birth for only 14.4 percent. 
 
The HDI value and its steady incline since the 1990’s, seems like a significant 
accomplishment. Unfortunately though, when  including the calculation for inequality, Brazil 
is set back to a IHDI level lower than its HDI level in 1990. As IHDI was introduced in 2010, 
we are unable to make a more accurate enquiry into the 1990’s or early 2000’s, but the 
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evidence heavily suggests that Brazil would have been in one of the lowest HDI categories. 
This is supported by the income distributions development in this period.  
 
FDI and Statistical Comparisons 
In this section of the chapter we aim to examine the three different indicators in 
regards to their connection to FDI. This will mainly work as a comparative analysis of the 
development shown in the statistics above, but there will be an introduction of contemplations 
about the causality of FDI and the various development measures. 
 
GNI per Capita 
When looking into the relationship between FDI development (FDI net inflows in 
current USD) and economic development measured in GNI per capita (constant USD) it 
becomes clear that it is likely impossible to give a single definitive answer to whether or not 
FDI influence economic growth positively or negatively. When looking through the statistics 
however, a correlation becomes apparent. For instance, we notice a direct correlation between 
the fluctuation of FDI inflows and GNI per capita. However, the harder task is to define the 
actual causality between these fluctuations.  
 
One of the first large spikes of FDI inflows in Brazil happened during the period of 
1995 to 1998. During this period of time, the growth of GNI per capita did not respond 
immensely to the increase of investment into the country. This could be due to the major 
restructuring that took place within Brazil between 1993 and 1995. During this period, the 
GNI increased approximately 3 to 5 percent. However, this growth can be connected to the 
stabilizing of the economy and a rise in wages, which in turn, spiked demand and thereby 
economic growth (Clements, 1997; 1f). Moving forward from 1995 to 1997, a clearer 
relationship is painted between FDI and GNI. Proof of a relationship between the two 
numbers is also strengthened when 1998 is included. In 1998, we see a decrease in FDI inflow 
followed by a stagnation of the GNI within the same year. In 2000 the FDI inflows were back 
to the level of 1998 and this is also reflected in the GNI per capita. Finally, from 2000 to 2003 
there was an immense downturn in FDI inflows. Besides 2002, where the GNI grew 
approximately 1.2 percent despite the decrease in FDI inflows, the two have run in parallel. 
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FDI inflows and GNI per capita take a giant leap upwards during the period of 2003 to 2008. 
Causality becomes apparent again in 2009 when FDI inflows takes a spiraling downturn of 
37.93 percent and GNI went from a 3.8 percent growth in 2008 to a negative growth of 0.8 
percent in 2009. In 2010 FDI inflows increase astronomically with a percentage increase of 
69.5 percent. The effect of this also becomes visible in GNI per capita growth, with a 
staggering rise of 6.7 percent in 2010. The numbers continuously rise and fall in a somewhat 
similar pattern throughout 2010 to 2012. 
 
By now, we are able to see an overall trend in the relationship between the two 
statistics compared above. Even though it is hard to define a precise causality between GNI 
per capita and FDI inflows, there is a clear correlation between them. Whether or not FDI has 
had a central effect on GNI per capita, or simply reflect an increased attraction of FDI within 
the country during periods of economic development, will require further analysis.  
 
Income Distribution 
When investigating the correlation between FDI and income distribution different 
findings become apparent. First of all, it appears that there is no or at least only a very vague 
connection between the general inequality of Brazil and changes in FDI inflows. Throughout 
the period of 1990 to 2012 the income distribution has, as previously mentioned only slightly 
improved, despite of the immense increase in FDI. Even in years where FDI inflows 
dwindled, income distribution have not changed significantly. One could argue that Brazil has 
seen a minute increase in share of income towards the poorest 20 percent of the country, but it 
could be debated as to whether there is a clear link between the two statistics. A clearer 
correlation appears when looking at the middle 60 percent of the population, where a slightly 
more significant development has occurred. It should be noted, that changes in income 
distribution do not happen overnight and should not be expected to. It is possible that a slow 
spillover effect is happening as the overall inequality has declined slowly since the 1990s. 
Generally, it cannot be said to be a significant progress compared to Brazil’s already roaring 
inequality.  
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From the given data it can conclusively be stated that FDI may very well have 
increased the available income in actual numbers, but the proportional share of total income 
has no immediate correlation with the immense heightening of FDI inflows. Then again, 
spillover effects through investments are a slow moving force and changes in income 
distribution do not rapidly occur. 
 
The HDI 
When looking into the correlation between FDI inflows and the HDI, it becomes 
apparent that the two statistics are very hard to compare. The HDI is measured in indicators 
such as life expectancy at birth and adult literacy rates, which are hard to connect with FDI. 
Life expectancy at birth has inclined rather steadily at a rate of 0.3 to 0.6 percent every year 
since 1990. It is difficult to compare life expectancy with FDI inflows, as it has a somewhat 
fast diminishing return. Furthermore, the yearly growth in life expectancy has diminished 
since the 1960’s (World Bank, 2014). and making a connection to FDI in this sense becomes 
arduous. Taking into consideration the diminishing return effect, FDI could have influenced 
life expectancy in a positive way, although such conclusion is difficult to claim. That being 
said, it can be argued that there are some correlations between the HDI and FDI. A vague 
connection we could associate to the relationship between FDI and the HDI is the notion that 
the HDI uses GNI per capita as an indicator. In saying this, we can draw a possible conclusion 
that FDI has had an effect on the HDI via the GNI per capita connection. This is because FDI 
could have had a positive influence on GNI, and therefore a positive effect on the HDI. 
Another important aspect when looking at Brazil, is the Inequality-Adjusted HDI, which in 
2012 was 27 percent lower than its HDI. Looking further into the numbers, it becomes 
apparent that income inequality is by far the biggest sinner, causing close to 40 percent of the 
total loss in HDI value (Appendix 1, Table 5). Conclusively this suggests that there might be a 
linkage between FDI and the HDI through GNI, however as shown by the IHDI, inequality in 
income is significant.  
 
 Overall HDI levels seem to rise steadily, somewhat unaffected by changes in FDI 
inflows.  Although it should be noted that FDI inflow could have had a link to GNI per capita, 
and hereby HDI development. On the other hand, the development of IHDI illustrates the 
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severe inequality in Brazil. This again supports the argument that FDI inflows can be linked 
to development in parts of the population, but does not directly help alleviate poverty.  
 
4.3 Qualitative Analysis 
 In this section we will present the other side of the coin: the qualitative analysis. This 
portion of the project will relate to the four influential factors we presented in the analytical 
framework, in hopes of revealing another angle in regards to whether FDI spurs Brazilian 
development. 
 
Political Institutions  
As stated in the theory part, it is important for Brazil to create strong and stable 
political institutions with the right amount of accountability and efficiency, in order to attract 
and utilize FDI. The shape of the political institutions in Brazil has influenced the country 
throughout history and created a shaky foundation for economic growth and development. 
This section aims to illustrate how the political institutions have evolved and how they may 
have influenced FDI and their impact on development on Brazil. 
  
Regime Types 
The implementation of the new constitution in 1989 seemed to create an opportunity 
for development. With the election of Fernando Collor as president in 1990 a democratic 
regime was implemented (Rosenn, 1990; 773). This change of government led Brazil in the 
direction of a more open and liberalized country. Strong governmental intervention in 
economic affairs was reduced and a massive privatization program was set in motion. Heavy 
barriers against imported goods were dissolved and a strategy towards attracting FDI was 
brought into focus (Rabelo & Vasconcelos, 2002; 321). The government’s role as a 
controlling and highly protective actor was over and the political institutions primary task 
now was to create a stable and favorable environment for the free market (Rosenn, 1990; 
773). As mentioned in the theory chapter, a democratic government tend to act more for the 
will of the people and that will most likely lead to a better and more equal distribution of 
resources. This as the President and the government are dependent on the overall public 
satisfaction to remain in power. Even though there was a shift in governance strategy and a 
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great increase of FDI inflows into Brazil, it can still be discussed, whether the government 
and the political institutions achieved the degree of stability, efficiency and corruption also 
necessary for development. 
 
Political Stability 
Despite a democratic election of the government, the Brazilian president kept 
immense power. This is to a large extend a historical heritage from the military regime. The 
main reason why it has not changed dramatically over time, is because it has served those, 
who had the power to change it (Alston & Mueller, 2005; 4). Regardless of the origin, this 
power gives the current president somewhat independent authorization to adopt laws and 
reforms, creating a form of stability within the political institutions. Stability has been crucial 
for Brazil both in attracting FDI and utilizing them, as it allows for an easier implementation 
process. Therefore, taking the possibility of economic growth and development into 
consideration, the presidential power leading to stability can have been a beneficial factor.  
 
However the paper Pork for Policy shows that only 3 percent of the 446 provisional 
decrees issued by the President were rejected by Congress between 1989 and 2007 (Alston & 
Mueller, 2005; 6). The high degree of approval from Congress is in many cases created 
through trade off agreements: the pork for policy deals. The term explains how the President 
is given permission to implement policies in exchange for patronage to specific members of 
Congress. Several presidents have used exchange of pork for policy in their pursuit to create 
stable macro policies (Alston et al., 2006; 3). It should be mentioned that the President and his 
governance are controlled by other parts of the political institutions such as the Judiciary, the 
Ministerio Publico and the Congress itself. Though this control is in many cases not enforced 
properly, which the result of the paper also shows.  
 
Corruption 
Despite the fact that the macro policies in most cases have actually become more 
stable, the pork for policy deals have been seen by the Brazilian press and most of the society 
as illegitimate. As the paragraph above suggests, Brazil has a rather high degree of corruption, 
even though it has been reduced through the years. A report by the Federations of Institutions 
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of Sao Paulo from 2010 state that the annual cost of corruption is still between 1.38 percent 
and 2.3 percent of the total GDP (Forbes, 28.11.2013). It happens within all levels of the 
society from the governmental unit to the population itself. In the private sector quick money 
transfers between firms and private bank accounts appears, and also within the police force 
and the Mafia, corruption is seen frequent. In the 2011 Transparency International Progress 
Report, 84 percent of the surveyed Brazilians population said that corruption and bribery 
happen widely within the country. The report also found that there was little to no anti-bribery 
enforcement within the legal framework (Ernst & Young, 2012b; 20). One of the 
consequences of high levels of corruption is that it can make us question whether 
transparency and accountability are actually improving. Scholars state that the degrees of 
transparency and accountability are crucial for Brazil in the pursue of utilizing FDI, as it 
would automatically improve the government’s ability to negotiate with FDI. Whether it is 
worth it to put up with high levels up corruption is a difficult question. However, when 
optimizing the transparency and accountability level, the governance would automatically be 
more effective in negotiating with FDI within the country. It does so by giving the state more 
bargaining power as the investing companies can no longer use the corruption to heighten 
their bargaining power (OECD, 2002; 12). 
 
Government Effectiveness 
In regards to government effectiveness, it is important to be able to swiftly execute 
law changes to adapt to a progressive and competitive market. In relation to corruption, 
Alston stress that the patronage given to different members of Congress creates the 
opportunity to have reforms approved and executed more effectively, and that the relatively 
low cost to do so makes it worth it (Alston et al., 2006; 10). As previously mentioned, Brazil’s 
strong presidential power helps secure effectiveness but whether the specific policies work 
depends largely on the nature and quality of these. In regards to attracting FDI this is a 
positive factor, but in Brazil the different macro policies set into focus are unfortunately 
sometimes at the expense of general socioeconomic development. The residual policies 
concerning poverty alleviation, security and environment tend to be neglected, when change 
of government or other economic challenges occur, making them rather volatile and unstable 
(Alston et al., 2006; 10). The Brazilian government does not seem to have a clear 
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development goal, which according to the theory chapter is important to benefit from FDI. 
The current priority of policies makes this harder, especially when talking about 
socioeconomic development. These consequences and other consequences of policies will be 
further discussed and elaborated on in the next section. 
 
Overall, it can be concluded that the transfer to a democratic regime created the 
foundation for a more credible governance. Despite of this, the President still holds immense 
power, which seems also to maintain stability and efficiency within the political institutions. 
This stability and effectiveness may be worth the high degree of pork for policies that are 
made within the governmental system, as institutional stability is crucial for utilizing FDI. 
Additionally, the corruption level within Brazil is rather high, which has a negative effect on 
their bargaining power and their ability to redistribute wealth in relation to FDI. Finally, a 
Brazil has had a tendency to prioritize macroeconomic policies at the expense of broader 
socioeconomic policies.               
 
Policy 
After the lost decades of the 1970’s and 80’s when the oil crises crashed down on 
Brazil and other Latin American countries, acute awareness of the need for extreme policy 
changes reached the forefront. For Brazil, this meant heavy reform incarnated through the 
Real Plan. As previously discussed throughout the project, the implementation of the Real 
Plan plays a pivotal part in the extensive changes in Brazil. Therefore, the Real Plan and 
other related policies will be discussed in greater length as they seem to have immense impact 
on the Brazilian economy and therefore development. 
 
Liberalization of Policy 
One of the main tasks of the Real Plan was to stabilize hyperinflation, introduce a 
price index and a new currency; the Real (Ferrari-Filho, 1999; 2). The success of removing 
indexation and creating a relative price index was one of the greater achievements of the plan, 
making it a more stable foundation for FDI. It also, by effectively stabilizing inflation in the 
Brazilian economy, created higher demand for goods (ibid; 3f). This was essentially the 
kickstarter for the years to come. 
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Another reform that took place under the Real Plan was the amendment of the 
constitution, which removed any distinction between Brazilian companies with regards to 
their percentage of foreign ownership (OECD, 1998; 9). There were quite a few repercussions 
from this action. First, this allowed for intensified international presence in areas such as 
mining, telecommunications and electricity (ibid; 9). Second, privatization of these industries 
also reached new heights. As a final note, concessions such as tax reductions and relaxations 
were given to foreign investors, as a means to attract FDI. 
 
 It is hard to say whether development truly began when ISI strategies were employed in 
Brazil, or rather, when liberalization in terms of the Real Plan became reality. High tariffs on 
import, import licensing, quotas and government control of key industries helped the 
industrialization of domestic firms (Cardoso, 2009; 5). This era of Brazilian policy aided in 
the development of their own industries (ibid; 6). However, reliance on exports, inability to 
compete on a global market and huge deficits forced removal of the protectionist measures 
and onward towards liberalization. Although this section focuses on liberalization, many 
scholars have mentioned that a country’s own developmental state in regards to infrastructure, 
technology and education know-how, highly reflects whether said country will benefit from 
FDI (Tintin, 2012; 4). Therefore it could be hypothesized that the austerity measures and 
hardships of most of the 20th century, set the stage for extensive economic growth from 1994 
onward. 
 
Taxes and Tariffs 
Nonetheless, fiscal policy in the form of tax and tariff reforms undertook heavy alteration 
during the implementation of the Real Plan. First, as part of the agreement with the WTO, all 
firms had to be treated with the same regard as the most-favored firm, regardless of origin. 
This was part of the Most-favored Nation (MFN) policy, outlined within the WTO framework 
(OECD, 1998; 11). Another repercussion was the lowering of tariffs on trade, which in some 
cases had astronomical effects. This seemed to boost productivity in various sectors, creating 
jobs and profit due to new global linkages. FDI inflows also increased, giving consumers a 
wider range of product selection (Cardoso, 2009; 11). 
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The Brazilian government also offered tax incentives in order to attract FDI into 
specific sectors or to specific regions within Brazil. This included temporary tax exemptions 
from value-added taxes, or municipal service taxes (OECD, 1998; 29). As discussed in the 
theoretical portion of the project, this can have both positive and negative effects on 
development. In terms of job creation and technology spillovers, the use of tax incentives can 
be of value, as they bring FDI into specific regions of Brazil. Monetary and fiscal policies 
which entice FDI via ‘cutting corners’ can also have some negative effects. Since Brazilian 
institutions are still in a process of development themselves, they risk the chance of 
introducing inefficient policies or over-subsidizing FDI, resulting in a deficit (OECD, 2002; 
7). The consequences of ill-policy are heightened, especially when these FDI incentive 
‘bidding wars’ occur between regional or municipal governments (ibid; 8). Such occurrences 
can be seen in the southeast region, where São Paulo holds the most FDI, outbidding other 
regions and benefiting more directly from FDI (Ernst & Young, 2012a; 7). In effect, the other 
regions of Brazil have lagged behind in terms of development and are more dependent on 
national government. This can also have negative effects, as federal governments work within 
a framework of policies as well. There are, besides the macro economic policies, two other 
groupings of policies; hard-wired policies and residual policies (Alston et al., 2006; 7). Hard-
wired policies take fiscal budget priority. This means that policy areas relating to education 
and health-care take precedence over residual policy areas such as poverty alleviation, land 
reform and environment (ibid; 8).  
 
Tax exemptions can have a huge effect on the possibility for development, especially 
since corporate taxes are rather high in relation to individual taxes in Brazil. Corporate 
income tax starts at a base level of 15 percent (Ernst & Young Terco, 2011; 9). From this 
point, there are various differences depending on ownership and capital gains. Taxes for a 
firm tend to round up to approximately 35 percent. Of this 35 percent, it is interesting to note 
that Brazil places a 9 percent social contributions tax on firms (ibid; 8). Corporate tax also 
seems to be substantially higher than that placed on citizen income, which at its highest is 
27.5 percent or 25 percent for non-residents (ibid; 9). Though the numbers may be relative, 
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this also shows that if tax exemptions are not properly distributed or managed, huge flows of 
capital can not be redistributed into the development of Brazil. 
 
Screening of FDI 
 As mentioned in the institutions portion, the Brazilian government has worked to combat 
its opportunistic reputation by enforcing more transparency in their institutions, ensuring 
foreign firms security for their investments. This also included the introduction of new 
policies, such as TRIPs and TRIMs, which protected intellectual properties and trade-related 
associations (OECD, 1998; 30-31).  
 Another reason why TNCs became attracted to Brazil was because of its openness to 
accepting FDI, in nearly all sectors, though there are still some industries such as the media 
sector with stricter regulations. Most of Latin America - Brazil included - have been less 
selective about the types of FDI that enter the country (Agosin & Mayer, 2000). Since the 
1960’s, law has stipulated that any foreign capital must be registered with the Central Bank of 
Brazil (OECD, 1998; 23). This however, has in many ways only been a technicality and has 
not necessarily benefited Brazil as significantly as it could have. Since Brazilian investment 
policies are rather liberal, FDI has been able to infiltrate many sectors in Brazil. This has 
caused a crowding-out effect on many domestic firms within Brazil (Ernst, 2005; 15). Though 
FDI undoubtedly has helped modernize Brazil and helped them to compete on the world 
stage, it has been ineffective in boosting the small/medium enterprises (SMEs) that existed 
before the heavy influx of FDI (ibid; 3). This is for a few reasons. First, the inflow of FDI 
made it harder for local enterprises to access credit, because it had already been allocated to 
FDI (ibid; 15). Second, TNCs entered Brazil, already possessing vertical and horizontal 
linkages, which SMEs of the domestic market did not. This made it even harder for SMEs to 
compete on a global scale (ibid; 15). This has in some sectors led to the loss of jobs and 
bankruptcy, as technology and know-how gaps between local firms and TNCs was far too 
large to overcome. 
 
Overall, it can be concluded that policies have had an immense impact on Brazil’s 
ability to benefit from FDI. The liberalization has been fundamental for enabling the process 
of spillover effects. However, there has been a lack of redistribution of wealth through taxes 
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and tariffs. The system of taxes and tariffs across regions in Brazil could have caused an 
increased inequality between regions, as it creates a ‘bidding war’. Last but not least, our 
research into Brazil’s policies show that lack of FDI screening policies has lead to a 
crowding-out of SMEs. 
 
Technology and Infrastructure  
So far, we have shown the importance of political institutions and specific political 
implementations in regards to whether FDI aids development. However, domestic 
infrastructure and technology gap are also important aspects to include when considering how 
and if Brazil is able to benefit and develop through FDI. In the previous section, it was 
mentioned that technology does not always lead to development. Brazil’s automotive industry 
is a clear example and due to that, this is the sector from which this portion of the project will 
depart. 
 
Technology 
 As policy loosened up, foreign interest in Brazil increased, for example within the 
automotive industry. This new interest led to a reorganization of production and technology. 
TNCs looked to strategically move Brazil’s automotive industry away from vertical 
integration, and instead towards externally acquiring parts for production and onward into the 
market (Ernst, 2005; 6). Another aspect of TNC strategy was to set up ‘lean-production’ 
plants, which was a production system made simply to increase profit. This completely 
restructured the automotive industry within Brazil, bringing it up to speed with the 
international market technology-wise (ibid; 12). This also led to a greater influx of inter-
regional trading, quality and efficiency, allowing Brazil to close in on international 
competition. An accidental consequence of this technology spillover was that it also 
contributed to high degrees of job loss. This resulted in the minimum wage in the automobile 
industry declining 7.2 percent  (ibid; 6). 
 
In the past, the technology gap has been a problem for Brazil in regards to benefiting 
from FDI. This is reflected not only in the job loss in the automotive industry but in other 
industries as well. Take for instance the manufacturing sector. Between 1993 and 2000 when 
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the floodgates opened to FDI, the average job loss within the manufacturing industry was per 
company approximately 11.3 percent (Ernst, 2005; 6). The same also happened in the service 
sector, but to a lesser degree of only 2.7 percent (ibid; 6). One reason for this was the 
technology gap. Though some of the small local business do end up being crowded out, the 
businesses that can adjust to the wave of advancement, the local industry that could keep up, 
did benefit from spillovers of knowledge, management skills and international trade linkages 
(Gunay, 2011; 12). 
 
Infrastructure 
 We will now turn our attention towards infrastructure. Whether directly or indirectly, 
sub-par infrastructure within Brazil creates numerous problems in regards to their ability to 
benefit from FDI. Brazil’s current infrastructural state is said to cause an ‘economic drag’ of 
approximately 12 percent of GDP every year (Biedermann & Galal, 2013; 5). The mining 
industry is a perfect example of such, where extraction of commodities such as gold could 
triple, simply by building better roads, railways or improving general infrastructure (Ernst & 
Young, 2012a; 26). Overall, it can be concluded that the Brazilian infrastructure’s quality has 
caused them to gain less spillover effects than possible and furthermore has it weakened their 
bargaining power towards FDI. This is also supported by the fact that Brazil, in a survey 
about the quality of infrastructure completed by the World Economic Forum, was placed 
108th out of 148 countries (Biedermann & Galal, 2013; 4). Furthermore, the problem of 
downgrading and to some extend neglecting areas relative to others in the infrastructure and 
in big cities such as Rio De Janeiro and São Paulo. These areas have experienced much more 
development when compared to other less attractive regions (Ernst & Young, 2012a; 28). 
 
From the section above it can be concluded that the technology gap has been a 
problem for Brazil, when talking about benefiting from FDI. This is seen in the degree of job 
loss in different industries and crowding out of local firms. However, the businesses that 
could keep up with the development have been able to benefit from different kinds of 
spillovers. This could be due to a smaller technology gap between these firms and TNCs. 
Furthermore, Brazil has not placed sufficient focus on development of the domestic 
infrastructure system, which is necessary in order to create spillover effects and benefits from 
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FDI. A well-developed infrastructure is a key factor in negotiating beneficial agreements with 
foreign investors. The low quality of the Brazilian infrastructure may result in a low 
bargaining power towards FDI. Finally, the unequal allocation of infrastructural resources 
could have contributed to the immense inequality, which can be seen within Brazil. 
 
Types of FDI 
TNCs and FDI have a long history of intimate involvement with the Brazilian 
Economy. However, after the implementation of the Real Plan, foreign investors became 
indelible within the Brazilian Economy (CUTS, 2003; 7ff). While huge portions of the 
developed world saw plummeting economies at the hands of the financial crisis in 2008, 
Brazil still managed to attract large amounts of FDI.  
 
Horizontal, Vertical and Onward 
If we return shortly to the theoretical portion of the project, we will find the term FDI 
life-cycle, which is the movement away from vertical investments towards other types of 
investments. This term becomes of significant importance especially when looking at whether 
FDI can aid in development. As we recall, vertical investments are typically considered cost 
saving, while horizontal investments tend to be connected with market seeking (Protsenko, 
2003; 34). In the case of Brazil, the Real Plan resulted in a surge of takeovers of local firms 
by foreign investors. External firms from saturated markets, saw this as a way of seeking out 
fresh and blossoming markets in which to invest and profit (Mergers Alliance, 2013). It seems 
that Brazil has moved away from the start of the FDI life-cycle, indicating that vertical 
investment is no longer as beneficial to the investor (Protsenko, 2003; 35-36). In terms of 
development, this could signal that Brazil is a country that has benefitted from the technology 
spillovers, infrastructure and trade linkages vertical investments tend to bring (ibid; 36). 
Secondly and more importantly, this could signify that FDI can play a role in development. 
This point is again emphasized by a new movement within the FDI life-cycle in the 
relationship between FDI and Brazilian development. Even though this is still only a minor 
tendency, Brazil is beginning to attract strategic investments, headquarters and Research and 
Development (R&D) facilities (Ernst & Young, 2012a; 4). R&D and alike happen through a 
pioneering process, where horizontal or even vertical investments are ready to engage in a 
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new relationship (Guimón, 2008; 2). This indicates a level of achievement in regards to the 
relationship between FDI benefiting development. Higher levels of know-how and 
management, as well as the right political institutions and policies are just some of the 
requirements in order to attract R&D investments (ibid; 2). The fact that Brazil attracted 
approximately 25 R&D projects in 2012 (Ernst & Young, 2012a; 4), signifies not only 
development, but a correlation to the benefits of FDI.  
 
Conclusively, we can see that the FDI life-cycle seemed to be set in motion with the 
introduction of the new Real Plan. This has propelled the country forward, making Brazil not 
only a place for vertical investment, but also a place for horizontal and other types of 
investments. FDI has led to development in the sense that the further along in the cycle it 
moves, the more technology and know-how that is transferred. This has allowed Brazil to not 
only be a site of production, but now, also a site for research and innovation. 
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5.0 Discussion 
 
The statistical and qualitative analyses have given us various angles and perspectives 
on the impact of FDI on development. In this chapter we aspire to provide a discussion about 
these discoveries. The ambition of this discussion is to achieve a greater apprehension of the 
causality between FDI and development.  
 
In this first part we set out to explore the causality between FDI and GNI per capita. 
First and foremost, it should be noted that there exists various conclusions. One of these, is 
the claim that a clear connection between the two exists. This interpretation is sustained by 
Cem Tintin, Senior Associate Researcher at the Institute for European Studies, throughout his 
multinational enquiry (Tintin, 2012; 44). One could make the case, that this is supported by 
the Brazil’s development from 1990 to 2012. Parts of our qualitative discoveries also embrace 
this opinion. Brazil’s institutions have managed to create a reasonable environment to enable 
FDI spillover effects. Contrarily to these positive findings, corruption is frequently observed. 
Corruption is proven to have many negative developmental effects, as it allows for an 
unjustified and impractical distribution of resources and generally impairs spillover effects. 
This would suggest a lower causality between FDI and GNI growth. One could further claim, 
that this correlation is misunderstood. Such opinion would identify the increase in FDI as an 
aftermath of domestic success, hereby attributing the amplification of GNI solely to national 
policies, which led to the prosperity of domestic entrepreneurs. Conclusively this indicates, 
that FDI had near to no impact on Brazil’s development. A similar conclusion can also be 
substantiated by the data from 1993 to 1995 and in 2011. In these years, FDI and GNI are not 
evolving in parallel as convincingly as in other years. However, the types of FDI which have 
entered the country points towards the opposite conclusion. Our findings reveal that Brazil to 
some extent is undergoing a transformation in the life-cycle of FDI. This process is 
manifested as a transition from vertical to horizontal investment and even more recently to 
R&D projects. This evolution could also help shed light on the stronger correlation between 
FDI and GNI from 2003 to 2012 than from 1990 to 2003, as each stage in the life-cycle 
produces greater spillover effects. A final argument against the association between GNI and 
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FDI is in regards to Brazil’s infrastructure. Our paper identifies that the inferior infrastructure 
within the country has had a negative impact on spillovers from FDI.  
 
When conducting an investigation of the causality between FDI and inequality in 
Brazil again various assumptions emerge. It becomes apparent that there is a weak correlation 
between FDI inflows and income distribution. It seems that FDI does not benefit the poorest 
20 percent of the population. There are a couple of reasons behind this statement. Primarily, 
Brazil’s allowance of regional differences in taxation in order to attract FDI creates ‘bidding 
wars’ between the regions of Brazil, leading to regional inequality. Furthermore, general tax 
relaxations on FDI impede residual policies which leads to an imbalance in the allocation of 
resources. Focus on residual policies is one of the important factors for FDI to be able to 
contribute to socioeconomic development. This statement is backed by the fact that the 
poorest 20 percent’s share of the total income has increased proportionally less than the 
middle 60 percent. However, the overall shift in income distribution could be a sign of an 
appropriately sized technology gap between the middle class and FDI. This allowed for easier 
spillovers in relation to technology and know-how. Another perspective to keep in mind, is 
that many SMEs have been crowded out by FDI. Instead it has been the larger corporations 
which have gained from the increased FDI inflows. All in all, the above mentioned 
developments could have produced more positive results if corruption was lower, as it often 
leads to an illegitimate and unjustified allocation of resources, especially in regards to taxes. 
Conclusively, it can be stated that the causality between FDI inflows and the development in 
inequality is hard to make. There are several factors that lead to the presumption that FDI 
could have influenced inequality either positively or negatively.  
 
When looking into a link between FDI inflows and changes to the HDI it becomes 
even more difficult to say anything definitive. One argument could be that the rise in the HDI 
is a result of the growth in GNI per capita; a dimension of the HDI. This leads back to the 
possible link between growth in GNI and FDI. Furthermore, you could argue that a higher 
prioritization of residual policies could have led to greater increase in the HDI through an 
increase in the standard of living. Despite Brazil’s decent HDI value, the evidently lower 
IHDI value clearly illustrates the need for more residual policies. In addition, this also 
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supports the statement that a sub-par infrastructure has lowered Brazil’s ability to benefit from 
FDI. Furthermore, the infrastructural allocation into specific areas may have increased 
inequality in HDI between regions of Brazil. In regards to technological spillovers through 
FDI, a connection between such and the HDI Index could be hypothesized, but is almost 
impossible to substantiate. From our findings it can conclusively be stated, that we can draw 
only one feasible connection between FDI and HDI, as seen through the correlation of FDI 
and GNI. Thereby, a clear causality between FDI and HDI cannot be verified with current 
empirical evidence. 
 
Our findings show mixed results, indicating that the angle from which one decides to 
view development is vital to defining its relationship to FDI. There are both positive and 
negative results as indicated in the discussion above, and therefore, no clear verdict can be 
drawn. 
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6.0 Conclusion  
This project in its entirety aimed to look at the various indicators and factors that could 
play a role in whether a host country, and in our case Brazil, could benefit from a relationship 
with FDI. Overall, our findings prove to be of a mixed variety, indicating both positive and 
negative outcomes as to the development in Brazil. 
 
One of the predominate indications that there is a link between FDI and development 
is the relationship between FDI and GNI. The similarities in the rise and falls of our statistical 
data imply that the two statistics are intertwined. Though this connection bodes positively for 
FDI,  a contribution by the HDI and especially the IHDI reveal that there is little chance that 
FDI does anything to alleviate the socioeconomic problems in Brazil, which include huge 
discrepancies in income distribution.  
 
Qualitative data also revealed various correlations between FDI and its connection to 
development. In the case of Brazil, we found that stable political institutions and their ability 
to implement effective policies played a large role in whether benefiting from FDI was at all 
possible. Looking deeper at the relationship, we found that corruption and government 
accountability were also vital if capital gained from FDI via taxes and tariffs was to be 
distributed evenly amongst the Brazilian population and the policies that supported 
development. Data also showed that technology and infrastructure determined whether FDI 
even had a chance in leading to spillovers. The appropriate size of the technology gap was 
crucial to the harmonizing of the relationship.  
 
All in all, we can conclude that development is possible through FDI, but it requires 
that many factors, institutions, people, policies, businesses etc. find a compromise suited for 
all involved. Unfortunately though, we can also conclude that FDI cannot influence nor 
benefit every aspect of what can be defined as development. 
 
  
 60 
7.0 Methodological Discussion 
 
As a final stage of the project, we wish to establish a critical dialog of our 
methodological choices and the progress of the project. This serves to give the reader insight 
into what could have been done differently and to provide important insights for further 
research. This may also help to spark a critical mindset, which is a key characteristic in good 
scientific practice. When writing a scientific rapport, deciding upon a certain method or path 
leaves another option behind. This principle of methodology obviously also applies to this 
project. We have during the progression of the project taken numerous decisions in regards to 
the direction of the project. In this segment we aspire to erect a critique of key facets in the 
project.  
 
Initially, we could unquestionably have taken a narrower approach to the 
investigation. An example of such could be confining the project to a smaller geographical 
area or fewer developmental indicators. Another example of this could be focusing on a single 
factor from the analytical framework, such as Brazilian policies and their effect on FDI 
potential to generate development. These examples demonstrate an eminent critique of the 
project, as it is very difficult to derive anything tangible from a investigation as broad as ours. 
A narrower focus would have given us the opportunity to go deeper into depth with the 
chosen phenomenon, and thereby produce stronger conclusions. The broad focus can also be 
criticized in relation to the time and space limitations of the project. These critiques relate to 
our choice of the case study as our overall method. A case study means going into depth with 
a single case, which we have partly been able to do, but with case as large as our and the 
aforementioned limitations, it has been very difficult to investigate and include all the relevant 
aspects of the case. 
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Appendix 1  
Table 1: FDI net inflows (% of GDP and current US$), growth (annual %), 1990-2012: 
 
Table 1 FDI net inflows (% of GDP) FDI net inflows (current US$) Annual growth (%) 
1990 0.21% 989,000,000 -- 
1991 0.27% 1,103,000,000 11.53% 
1992 0.53% 2,061,000,000 86.85% 
1993 0.29% 1,292,000,000 -37.31% 
1994 0.56% 3,072,000,000 137.77% 
1995 0.63% 4.859,000,000 58.17% 
1996 1.33% 11,200,000,000 130.5% 
1997 2.26% 19,650,000,000 75.45% 
1998 3.78% 31,913,000,000 62.41% 
1999 4.87% 28,576,000,000 -10.46% 
2000 5.08% 32,779,239,700 14.71% 
2001 4.06% 22,457,353,372 -31.49% 
2002 3.29% 16,590,204,193 -26.13% 
2003 1.84% 10,143,524,671 -38.86% 
2004 2.74% 18,165,693,855 79.09% 
2005 1.75% 15,459,981,604 -14.89% 
2006 1.78% 19,378,093,068 25.34% 
2007 3.26% 44,579,492,464 130.05% 
2008 3.07% 50,716,402,711 13.77% 
2009 1.94% 31,480,932,200 -37.93% 
2010 2.49% 53,344,632,547 69.45% 
2011 2.89% 71,538,657,409 34.11% 
2012 3.38% 76,110,663,189 6.39% 
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Figure 1:  Foreign Direct Investment, net inflows (% of GDP), 1990-2012: 
 
 
 
Figure 2: Inflation rates (annual %), 1990-2012: 
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Table 2: Inflations rates (annual %), selected years from 1990-2012: 
 
Table 2 1990 1993 1996 1999 2002 2005 2008 2011 2012 
Inflation. GDP deflator 2735% 2001% 17.1% 8.5% 10.6% 7.2% 8.3% 7% 5.3% 
Inflation. consumer prices 2948% 1928% 15.8% 4.9% 8.5% 6.9% 5.7% 6.6% 5.4% 
 
 
Table 3: GNI per capita (constant US$), selected years from 1990-2012: 
 
Table 3 1990 1993 1996 1999 2002 2005 2008 2011 2012 
GNI per capita 3893 3933 4262 4149 4302 4603 5208 5608 5628 
 
 
Table 4: Income distribution, (% of total income), selected years from 1990-2009: 
 
Table 4 1990 1995 2001 2005 2009 
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Lowest quintile 2.19% 2.20% 2.07% 2.76% 2.85% 
Second quintile 5.31% 5.65% 5.74% 6.36% 7.13% 
Third quintile 9.63% 10% 10.25% 11.40% 12.41% 
Fourth quintile 17.87% 17.89% 18.01% 18.04% 19.04% 
Highest quintile 65% 64.26% 63.93% 61.44% 58.57% 
 
 
Table 5: IHDI and loss in HDI, 2012: 
 
 HDI value IHDI value Overall loss 
(%) 
Loss due to  
inequality in  
life expectancy  
at birth (%) 
Loss due to  
inequality in  
education (%) 
Loss due to  
inequality in  
income (%)  
2012 0.730 0.531  27.2  14.4  25.3 39.7  
 
 
 
  
 
